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Introduction

Both government and shadow rail ministers spoke this morning about the
importance in this industry of planning for the long-term, giving the industry
the stability and clarity to invest and to stay focused on delivery. As in other
sectors with long-term investment programmes, in rail that is at the heart of
the regulator’s job. And today | want to talk to you about the challenge to

success in CP5: staying focused on delivery.z’ 3

We know that this is a remarkable time for rail. We have seen investment at
unprecedented levels since the second world war.

1 Passenger journeys are up by 50 per cent — the highest growth in the last
decade than in any country in Europe and inflation adjusted passenger
revenues up 52 per cent (chart 1)

1 Freightis also growing. Notwithstanding a difficult recession, freight is 20
per cent up in the last decade (chart 2). We have a freight market with real
competition, and the huge strides the freight sector has made in
productivity make it an exemplar to the rest of the industry.

' Chief Executive, Office of Rail Regulation; and Chair, UK Regulators’ Network.
Address: 1 Kemble Street, London, WC2B 4AN. www.orr.gov.uk

2 CP5 refers to the fifth price-control period for Britain’s rail infrastructure, set by the
ORR. It sets the expected outputs, finances and efficiency improvements for Network
Rail between 2014 and 2019. It includes the access charges and other payments and
incentives paid by or to train operators.

3 See the Annex for a summary of what we expect Network Rail to deliver in CP5.



Chart 1: Passenger demand, 1947-2013
Sustained growth since the late 1990s
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Source: Office of Rail Regulation.

Chart 2: Freight demand, 1953-2014
Stabilising then (mostly) rising since the mid-1990s
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Network Rail’s like-for-like costs are also down by nearly 40 per cent in a

decade, and we expect the company closing the efficiency gap with the best
rail infrastructure businesses in Europe by the end of CP5 (chart 3).

The industry’s recent safety record is good and underlying risks are

reducing — though we can’t be complacent the industry is among the safest
in Europe (chart 4).

Chart 3: Network Rail efficiency gains are being reinvested in new capacity
Cumulative efficiency gains of £9.3 billion since 2004.
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Chart 4: European safety comparisons:
Passenger and workforce fatality rates, 2008-2012
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With commitment across parties to HS2, we have seen rail, for the first time
since the war, at heart of the way people think about growth and economic

geography.

However why is it that despite this record amount of investment and growth in
passenger numbers, the National Rail Passenger Survey points to a lack of
trust in the industry and on-going controversy about ownership structures?
Why is it that we hear for example, about support for public ownership on the
right of the political spectrum as on the left? What is the frustration with the
current model?

The success of the railway does not therefore come without risks, and
confidence in the industry’s ability to deliver is essential if the current high
levels of investment are to be sustained.

This morning, | will tell you how we are gearing up for the future. However
before | do, | want to put this into context by setting out some of the challenges
the industry faces in turning perceptions around. | will talk about tackling
performance, some of the new challenges of Network Rail’s new status as a
public company, the importance of making the case for rail investment, and
longer term challenges.

The first challenge - tackling performance

Our recent analysis of Network Rail’s performance shows that current train
performance is generally below target and too many passengers are facing too
many delays (see chart 6). Our Network Rail Monitor, published last week,
shows that there are 46,545 more late trains in England & Wales than we’d
expected year to date and 18,544 more trains cancelled or severely disrupted in
England & Wales than expected.

Going back to my initial question about trust, we know that punctuality is the
biggest source of dissatisfaction with the railways, and Network Rail needs to
tackle the problem.

Network Rail is not delivering the volumes of maintenance and renewals it
believed were required to sustain performance and committed to, six months
into this new five — year control period.

Network Rail needs to focus on the basics — doing the right levels of
maintenance and renewals - improving its knowledge of its assets — and
keeping enhancement projects on track. We recognise that this is a challenge



but we will continue to hold Network Rail to account to deliver on
commitments.

On such a highly congested mixed use network — a whole-industry approach is
needed. Train and freight operators need to step up too. Passenger delay
minutes caused by train operators are 8.5 per cent worse than this time two
years ago (measured by delay minutes per 100 train kilometres).

So problems caused by TOCs as a result of crew shortages and broken down
trains need to be addressed too. The Department for Transport needs to ensure
franchised operators have the flexibility to help improve punctuality. And the
ORR needs to make sure we are effectively holding Network Rail to account
and applying the pressure and transparency needed to ensure the company is
focused on resolving the problems. We all have a role to play to ensure
passengers and freight customers see improvements in performance.

For this new control period, we are increasing our focus on indicators which
will tell us more about Network Rail’s likely performance trajectory. This
enables us to get a clearer sense of whether Network Rail’s work in the coming
months will put matters right for passengers.

We have also introduced new regulatory targets and systematic monitoring in
order to give us fresh intelligence on future performance so that Network Rail
focuses on

1 strengthening its asset management and delivering its plans;

1 getting the basics right — delivering its maintenance and renewals
volumes, and

1 moving from a ‘find and fix" approach to ‘predict and prevent’, so that
problems are resolved before they affect passengers, not once the
damage to the customer experience has been done.

If Network Rail can show it is delivering robustly on the parts of the punctuality
challenge which are in its control, then it will have much greater credibility in
working with the train operators to develop whole-industry solutions to the
undoubtedly complex issues on a more crowded network.

We are also working closer with operators — ORR staff visit the passenger and
freight train operators and we talk to their managing directors and operations
staff to get a clear sense of the problems on the routes they operate. We are
engaging with the industry from the boardroom to the ballast. | want to urge
you today to continue to keep an open dialogue with us —so we can identify all



the fundamental problems of delays to ensure we can then examine issues at
route level to focus Network Rail to deliver.

On punctuality and other things such as ticketing, we know that gaining
passenger trust is essential to addressing the industry’s credibility challenge
head on.

Passengers, freight customers and taxpayers need to be confident that they are
getting a good deal from Britain’s railways.
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As the independent regulator, everything we do is for the benefit of rail
customers.

Whether it's pushing for improvements in punctuality, safety, or value for
money — the customer experience is at the forefront of our work.

In addition, we are actively working to help to improve the whole system of
travel by rail and passengers’ experience,

1 by promoting transparency,

1 by making progress on developing a new code of practice to ensure
passengers get the information they need when choosing, buying and using
tickets, and

1 by kicking-off a wide-ranging review of the ticket selling market and working
with TOCs to improve industry plans for passenger information.

Research shows that after punctuality, these elements are at the heart of the
passengers’ trust in the industry. So ORR is working to help address these
issues, looking to the industry to develop and lead solutions wherever it can,
and with ORR encouraging — and where necessary- applying sensible pressure
on behalf of consumers.

The second challenge :increased com petition for funding

We will protect the public interest but the industry needs to do more to
demonstrate how it is working for passengers and customers as government
weighs up choices about how it spends money.

However when experts on all sides are telling us that we are only halfway
through austerity, not only does the rail industry face competition for
investment from other areas of transport industry such as roads, but against
other vital public services, such as schools and hospitals.
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